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Western Energy Services Corp., headquartered in Calgary, Alberta, is a young, technically 
focused oilfield service company offering coiled tubing, nitrogen, stimulation, remedial 
cementing, well testing and associated services to the oil and gas industry. The Company 
has operations in Western Canada and the United States in addition to downhole tool 


rentals in Texas and Latin America. 


Western began 2005 with just one coiled tubing unit and basic well testing capabilities. 
During 2005, our company’s primary goals were to expand our equipment fleet and add to 
our service capabilities. These goals were met and Western now manages a fleet of 11 
coiled tubing units, two nitrogen units, five sophisticated pressure tank well test packages 


and a pool of downhole drilling tools. In addition we have increased our technical 
capabilities and now provides well stimulation services to meet our clients’ needs and 


better utilize our equipment capabilities. 


Western shares trade on the TSX Venture Exchange under the symbol WSV. 


Notice of Meeting 


We invite our shareholders and all other 
interested parties to join us for our 
Annual General Meeting at 3:30 pm on 
Thursday, June 8, 2006 in the J. Lecky 
Room of the Bow Valley Club, 370, 

250 - 6 Avenue S.W., Calgary, Alberta. 


Introduction to our Annual Report 


In addition to providing an overview of 
our company and some of the 
significant events of 2005, this 
document shares our vision for the 
future and our strategy to position 


Western Energy Services for substantial 


profitable growth. 
Investors are invited to review our 
financial results contained in a separate 
document available at www.sedar.com 


or on our website: 


www.westernenergyservices.com 
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Creating a Strong Identity 


Western Energy Services Corp.: our name 
reflects the strong, entrepreneurial 
attitude associated with the west and 
the pioneers who settled here. Like those 
early pioneers, Western's can-do 
attitude finds opportunities where some 
see only challenges. 


Our new logo is an extension of our name 
- not fussy or complicated but strong, 
simple and dependable. The logo is a 
reflection of Western Energy Services as it 
moves forward. 


Today we have strategically positioned 
assets, the technical expertise to extract 
maximum value from these assets and 
the vision to create a profitable, 
growing company. 


Western 


ENERGY SERVICES CORP. 


activity 


2005 - Q1: 

» Purchased two coiled tubing units in 
Western Canada bringing the total number 
of units owned by the Company to three. 


= Purchased three coiled tubing units and 
one nitrogen unit for use in the U.S. market. 


=» Recorded revenues of $1,287,353. 


2005 - Q2 

= Received final delivery of $3.5 million 
of downhole tools destined for use in Texas 
and Latin America. 


# Recorded revenues of $1,707,994. 


2005 - Q3 
= Established a joint venture with Grenville 
Energy Partnership (Grenville). 


=» Assumed management of three additional 
state-of-the-art P-tank suites in addition to 
the well test assets already owned by the 
Company. 


= Recorded revenues of $1,978,737. 


Wreck te Fin. UR er gy’ ese vi Tee Ss) Cour pp: 


2005 - Q4 

# Acquired an additional five coiled tubing 
units through the Company's joint venture 
with Grenville. 


= Obtained access to two additional 
coiled tubing units under owner operator 
arrangements. 


= Converted all outstanding debentures 
into equity. 


=» Commissioned a second nitrogen unit 
which started earning revenue in late 
November. 


=» Recorded revenues of $3,072,054. 


2006 - Q1 
= The Company began operating a fifth 
P-tank suite. 


# Expanded the depth and experience of 
the executive team. 


= Acquired additional ancillary equipment 
for the Company's nitrogen, well test and 
coiled tubing business lines. 


=» Recorded revenues of $5,313,712 


chairman s 


message 


During 2005 the Board of Directors, management and staff of Western Energy Services 


worked diligently to grow our asset base, establish operational bases in key geographical 


locations, increase and market our service offerings and position the Company for 


profitable growth in the highly competitive oilfield service business. This effort has 


transformed Western into a strong and diverse organization; an organization focused on 


increasing profitability and shareholder returns during this period of unprecedented 


industry activity. Here are some of our highlights and accomplishments during 2005: 


significant investmen 


We significantly added to our equipment wi 


nitrogen units, five state-of-the-art well test 
performance drilling tools. Today Western ope 


th the addition of 10 coiled tubing units, two 
packages as well as an inventory of downhole 
ates a fleet of eight well test packages, 11 coiled 


tubing units and two nitrogen units in addition to offering complementary stimulation and 


remedial cementing services throughout Wes 
United States and Texas. 


We developed long-term relationships with cus 


ern Canada, the Rocky Mountain region of the 


omers for the rental of our downhole tools. 


We have added staff to boost our technical capabilities in order to extract maximum value 


from our coiled tubing and nitrogen assets. 


We reduced our liabilities by $8 million in the latter half of 2005, which strengthened our 


balance sheet and increased Western's ability:to pursue additional opportunities. 


Although Western is operating in an exceptionally robust industry environment, the 


were less than we had expected. The factors 


in new assets during the year led to financial results for 2005 that 


impacting our results - delays in mobilizing 


new assets and delays associated with sourcing ancillary equipment - have been and are 


being addressed. We are resolved to improve our bottom line and return greater value to our 


shareholders; to do this, we have not only identified areas of the Company 


needing 


improvement, but also the significant upside potential that could be captured by increasing 


service offerings and operational efficiency. To this end we are aggressively pursuing new 


business opportunities while at the same time 


offerings to our customers. 


During 2005 Western formed a joint ve 


which Grenville purchases equipment to 


improving and expanding our current service 


nture with Grenville Energy Partnership in 


be operated by Western. Through this 


arrangement, Western provides operational and management expertise in exchange for 


cash flow with 


out incremental capital. Revenues generated from equipment owned by the 


joint venture and similar equipment owned by the Company are pooled and shared based 


on formulas that vary by business line. 


WienSa tare xhatiin MEMNVAIGNi Giny) weeSeaeTanva |) “Gac@" See GAO Tgp, 


P ANGE Ss 2 oe 


The Western Energy Team 
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Jim McQuarrie 


President and Chief Executive Officer and Director 


Jim has over 30 years of experience in the 
Canadian oilfield service sector with a 
proven track record of value creation. He 
founded StimCo Services Ltd. in 1988, and 
after growing the company to $15 million 
in annual revenues and 100 employees 
sold it to Sanjel Cementers Inc. in 1994. 
Jim then founded Tankmaster Rentals 
(1996) Ltd. which grew to encompass four 
branches before its sale to Peak Energy 
Services Ltd. in 1997. Under his leadership, 
Hava Tank Rentals Ltd. grew from 
$500,000 in annual sales in 2001 to 

$3 million at the time of its sale in 2004. 
Jim has also played a key role in the 
development of Onstream Compression 
Rentals. Most recently he worked as an 
independent business consultant. 
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Nick Pohorelic B.comm, CA 

Chief Financial Officer 

A graduate of the University of Calgary 
with a Bachelor of Commerce degree, Nick 
has 20 years of post-graduate experience. 
During 11 years of public accounting 
practice, Nick served a variety of clients in 
the energy and energy service industries. 
Prior to joining Western, Nick was the 
Chief Financial Officer of Underbalanced 
Drilling Systems Ltd. (a public company) 
during the development phase of its new 
technology; he was also a financial 
consultant to a major drilling contractor 
during its initial public offering phase. 


Jon Garner B.Sc. 


Vice President, Technical Sales and Service 


Jon has 28 years of experience in the 
Canadian oilfield service sector having 
served in positions from laboratory 
technician to technical manager to 
sales/technical manager. Jon worked 

for BJ Services Ltd., Canadian Fracmaster 
and Frac Power. Jon founded the company 
Stinger Wellhead Protection Ltd., 

and was instrumental in the startup and 
development of StimCo Services Ltd., 

and Redmen Services Ltd. Jon worked as a 
manger in the chemical cleaning group of 
CEDA REACTOR Ltd., and more recently 
Jon is a partner in the solvent and acid 
company StimSol Canada Inc. 


OO 
Of 


Rod McGrath B.Sc. 


Vice President, Business Development 


Prior to joining Western in February 2006, 
Rod acted as a consultant to the Company. 
He has over 30 years of oilfield experience 
with companies such as Petro-Canada, 
Gulf Canada and Mobil Oil Corporation. 
Rod's extensive management, 
international and drilling experience 
includes the positions of Vice President, 
Operations with Petro-Canada Resources 
and Vice President for Petro-Canada 
International Management Services. 


We are resolved to 


improve our bottom line 


and return greater value 


to our shareholders. 
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DUDSE ent year end le Lompany announced a number of changes to its board 
and mar cer ) 
Lindsey Mitchell has stepped down from the position of CEO and President Lindsey has 
hec nal = Ve srovsth and = = Wasveye : + 
C e ] i esternsS growtn and we are pleased tha he continue to 
ontribute nis expertise as a Director and as a consultant 
On Februa UU, we welcomed Jim McQuarrie as our new President and Chief 
Executive Olticer and as a Director. Jim has a track record of ta -dgling businesses 
J g m Int valuable entities. Jim is leading our executive team in 
developing a pler corporate strategies to increase our revenues and 
if tab 
ning J senio a it capacity are Jon Garner as Vice President, Technica 
Sales e and Rod Mc Vice President, Business Development. The addition 
e erm O esterns executive team increases the Company's management 
deptn and technical experience and supports our strategy to increase the technical content of 
it-Ser e IT OS 
Ould als Ke ~ ne rence Y. Ch P. Eng. to the Board of Directors. Clarence 
oined the Board : 2006 and brings considerable relevant private and publ 
company experience t esterr 
A strong team of experienced and dedicated employees is critical to Western's success 
am contident our new management team led by Jim has the talent, vision and commitment 
to successfully grow our business and capture substantial value for our shareholders. This 
dence is ed by the Board 
Over the last year Western has faced significant challenges head-on and we have 
orked hard to position the Company for future growth and profitability. Many people have 
helped to do this vould like to thank my fellow board members for their sage guidance 
on Waddell and Grenville Energy Partnership and Western's team of 70 employees for 
their contributions and continued loyalty through the difficult formative times. Finally, | 
ke to acknowledge Western investors for their faith and patience; | pledge to 
2 jue to k to reward your confidence in Western's potential 
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direction and strategies 


Western is in an ideal position to capitalize on the robust conditions in the oil and 
gas industry. The Company has identified where it can add additional value on a go 


forward basis: 


= Weill deploy capital to expand the most profitable portions of our business and 


monetize those portions that are likely to underperform. 


= We will use technology to improve our competitiveness. We have introduced 
proven proprietary stimulation and remedial cementing products to our list of 
services. Not only does this add a new revenue stream to Western, it will increase 


utilization and profitability of our coiled tubing-nitrogen equipment. 


= Jon Garner will be leading our training and quality control initiatives as we move 
forward with our well stimulation and remedial cementing services. Under Jon's 
guidance, field employees will be trained to ensure quality of the stimulation 


packages and understanding of the procedures in this new service line for Western. 


= We will continue to optimize utilization rates for our equipment by maintaining 
operations in multiple geographic areas in North America. For example Texas is not 
subject to the restrictions associated with spring breakup in Western Canada so we 


plan to mobilize our equipment as appropriate to maximize utilization. 


Western's new direction is to become a technology-based, service-oriented 
company. We will capitalize on our credibility in the industry and take full advantage 
of the opportunities that open up for us in the stimulation and remedial cementing 
market. Our management team is strong, experienced and committed to this new 
direction. Together, we have the ability to deliver on the expectations of our 
customers, employees and shareholders. 


president's message 


In just a few months, we have laid substantial groundwork in a number of key areas that 
will develop new revenue streams and increase utilization and profitability for Western. 
Recognizing that our customers need additional services that Western is capable of 
providing, we will be introducing new products and services that complement our existing 
business lines. As we continue to improve and expand our service offerings we will take 
full advantage of the geographic diversity of our operations. 


Not only are we expanding our business, we are also improving the way we do business 


by focusing on operational efficiencies - on simply doing business better. We are continually 
reviewing our management processes to lower costs, increase utilization, develop a strong 
employee base and develop long term customer relationships. 

Recognizing the significant untapped potential in Westerns business, we developed and 
are implementing a strategy to pursue growth and improve returns to shareholders. We 


identified the following fundamentals in pursuit of our goals: 


» We resolved to enhance our technical service offering to improve the utilization of our fleet. 


Western is focusing on developing into a technology based company as we introduce and 


market proven proprietary technology by adding stimulation services to our core business. We 
are now communicating the benefits of this strategy to our employees and our customers. 


= Weare determined to decentralize operations in order to improve operational efficiency and 
our responsiveness to customer needs. To achieve Western's ambitious goals, we will fully 
draw on the talents of our people. That entails changing our culture - not just what we do but 


how we do it. 
Fr 
Realizing that field employees have the expertise to add tremendous value to our operations, 


we are empowering our employees in the field to make decisions. We are providing them with 
needed decision-making tools and making them instrumental in the success of the Company. 


= We have chosen to align the interests of all of our employees with those of our shareholders. 
Currently management, directors and insiders hold 16% of the common shares and key 
employees have been awarded with stock options. Western is presently developing an 
employee share purchase plan. 


= |n Western Canada, the seasonal nature of the oil and gas business is a fact of life in our 
industry. We recognize that Western’s geographical reach aid the diversity of our service 
offering can help to mitigate the seasonal nature of doing business in Western Canada and 


ultimately stabilize and increase returns to shareholders. 


By focusing everyone at Western on our strategy going forward, we will build on the 


foundation established in 2005. Our management team will look at all opportunities to 


apply our collective knowledge and expertise to develop and grow each business unit. 
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Not only are we All these activities and more have helped to position Western for profitable growth; 


; | am pleased to announce that the results of our rationalization and expansion programs are 
expanding our business, 


now becoming apparent. In the first quarter of 2006, we realized revenues of $5.3 million, 


we are also improving the an increase of 73% over the fourth quarter of 2005. More importantly, in the first quarter of 


: 2006, we achieved profitability. 
way we do business. 


believe that Western has an exceptional group of employees and a strong management 


team who understand the business and are focused on implementing and moving the 


Company in this new strategic direction. | thank each member of our team for their ongoing 


contributions and commitment to the Company. I'm looking forward to an exciting and 


rewarding year as we see the benefits of our hard work. 


Jim McQuarrie 
President and Chief Executive Officer 
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current service offerings 


Western is continually seeking ways to help our customers produce more oil and gas, more 
efficiently, in a safe and responsible manner. Our service offering has been expanded over 
the past year to provide complete solutions for our customers. Our team has experience 
working in every operating environment. Our equipment is capable of working in both 


high and low pressure situations in addition to sour gas environments. 


Well Testing 

Using a fleet of state-of-the-art mobile P-tank suites and three two-stage cold separators, 
Western provides a comprehensive offering of well test services. Our ability to electronically 
monitor and record data such as sand presence and volume, pressure as well as gas and 


liquid rates allows our customers to make important decisions quickly. 


Coiled Tubing 


Coiled tubing is a continuous, joint-less, high-pressure, small diameter steel pipe in lengths 
up to several thousand meters mounted on a truck or trailer designed for servicing and 


cleaning oil and gas wells. 


Coiled tubing involves inserting pipe into vertical, slant and horizontal wells for the 


purpose of adding acids, nitrogen or other products into the well to increase production. 
Western's equipment is used in a variety of applications from drilling, completion, workover 


and production operations. 


Nitrogen 
Nitrogen is an inert gas that is pumped into the wellbore to improve the recovery of introduced 


or produced fluids. Western's nitrogen services are applied using its coiled tubing equipment or 


independently. Nitrogen can also be used for industrial cleaning in petrochemical applications. 


Downhole Performance Tool Rentals 


Western has an extensive inventory of downhole drilling equipment including drilling jars 


ranging from 4°/" to 8" in diameter as well as shock subs and stabilizers. 


Stimulation and Remedial Cementing 

Western is expanding its services to include stimulation and remedial cementing. A typical 
well stimulation process will involve pumping proven proprietary chemical blends into 
producing oil or gas formations to enhance the production of the well. Quality control of the 


technology and procedures is critical to the success of these applications. 
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We have made great 
progress over the past year 
in laying the foundation for 


growth and profitability. 


Governronce a 


The Board is committed to working with management to guide the strategic direction of 


Western Energy Services with the goal of enhancing the interests and relationships with 


all stakeholders whilé adding material value for the shareholders. 


During 2005, the Board met 14 times. The Board's focus in 2005 centered on setting a 


strategic direction, building our equipment fleet through acquisitions and ensuring that the 


Company is properly capitalized to facilitate the execution of the business plan moving 


forward. Together with the staf-of Western, we have made great progress over the past year 


in laying the foundation for growth and profitability in the year ahead. 


R. Bruce Allford, LLB Mr. Allford is a partner in 
the Calgary law firm Burnet, Duckworth & 

Palmer LLP. He has served as a Director of the 
corporation since October of 2004. Mr. Allford 
is a director of several other private and public 


companies. Mr. Allford is a member of 


Western's Audit and Compensation committees. 


Clarence Y. Chow, P. Eng. Mr. Chow is the 
President of AGS Capital Management Ltd., 
which manages a number of investment funds 
specializing in energy and mining interests. He Is 
a director of several companies and is a director 
and past Chairman of the Canadian Petroleum 
Institute. Mr. Chow brings considerable private 
and public company experience to Western. 
Companies that have benefited from his 


_ expertise include Morrison Petroleums Ltd., 


Alberta and Southern Gas Company Limited and 
ountain Energy Ltd. 


John O. Halliwell Mr. Halliwell is Chairman of 
he Board of Directors and has been the 
President of Anacort Capital Inc., a private 
investment firm, since 1995. He was President 
and Chief Executive Officer of Western's 
predecessor company, BBF Resources Inc. from 
1996 until October of 2004. Prior to that, 

r. Halliwell was the Executive Vice President 
of Penn West Petroleum Ltd. and a senior 
executive with Petro-Canada. Mr. Halliwell is 

a member of the Company's Audit and 
Compensation committees. 
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Jim McQuarrie Mr. McQuarrie became the 
President, Chief Executive Officer and a Director 
of Western Energy Services on February 26, 
2006. He has over 30 years of experience in the 
Canadian oilfield service sector with a proven 
track record of value creation. Mr. McQuarrie 
founded StimCo Services Ltd. in 1988, and after 
growing the company to $15 million in annual 
revenues and 100 employees sold it to Sanjel 
Cementers Inc. in 1994. Mr. McQuarrie then 
founded Tankmaster Rentals (1996) Ltd. which 
grew to encompass four branches before its sale 
to Peak Energy Services Ltd. in 1997. Under his 
leadership, Hava Tank Rentals Ltd. grew from 
$500,000 in annual sales in 2001 to $3 million 
at the time of its sale in 2004. He has also 
played a key role in the development of ! 
Onstream Compression Rentals. Most recently 
he worked as an independent business 
consultant. Mr. McQuarrie is a member of 
Western's Compensation Committee. 


M. Lindsey Mitchell Mr. Mitchell was the 
founder, President and Chief Executive Officer of 
Western Energy Services from November 2002 
until February 2006 and continues to work as a 
consultant to the Company. Prior thereto, he was 
a project coordinator with Baker Hughes 
International, general manager of Serval 
Corporation in Calgary, Alberta, and a 
co-founder of Mitchell Tool Company. 


Gordon Reid, CA Mr. Reid is the Chief Financial 
Officer of Gladius Energy Inc. He was the Chief 
Financial Officer of BBF Resources Inc. from 
2002 until 2004. Prior thereto, Mr. Reid was 
the Chief Financial Officer of Manhattan 
Resources Ltd. and Executive Vice President and 
Chief Financial Officer of North American 
Explorers Ltd. Mr. Reid is the Chairman of the 
Company's Audit Committee. 
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Directors 

John Halliwell, Chairman * 
R. Bruce Allford, LLB“ @ 
Clarence Y. Chow, P. Eng.* 

Jim McQuarrie @ 

M. Lindsay Mitchell 

Gordon Reid, CA *” 


* 


Independent Director 
(1) Audit Committee 
(2) Compensation Committee 


Officers 

Jim McQuarrie 

President and Chief Executive Officer and Director 
Nick Pohorelic, B.Comm, CA 

Chief Financial Officer 


Jon Garner, B.Sc. 
Vice President, Technical Sales and Service 


* Rod McGrath, B.Sc. 


Vice President, Business Development 


Auditors 
Meyers Norris Penny LLP 
Calgary, Alberta 


Bankers 

Canadian Western Bank 
Red Deer, Alberta 

CIBC 

Calgary, Alberta 


Legal Counsel 
Burnet Duckworth & Palmer LLP 


Calgary, Alberta 


Transfer Agent 
Valient Trust Company 
Calgary, Alberta 


Head Office 


Before August 1, 2006 
Suite 1000, 441 - 5 Avenue S.W. 
Calgary, Alberta T2P 2V1 


After August 1, 2006 

Suite 400, 333 - 11 Avenue S.W. 
Calgary, Alberta T2R 1L9 
Phone: (403) 266-0667 

Fax: (403) 266-0696 


www.westernenergyservices.com 


Stock Exchange Listing 
The TSX Venture Exchange: WSV 


Forward-looking Statements 


This report contains certain 
forward-looking statements related 

but not limited to the Company's 
expectations, intentions, plans and 
beliefs. Readers are cautioned not to 
place undue reliance on forward-looking 
information which by its nature involves 
assumptions, risks and uncertainties, 
both general and specific, which 
contribute to the possibilities that 
predictions, projections, forecasts and 
future events will not occur. 
Consequently, actual results could 
differ materially from the expectations 
expressed in these forward-looking : 
statements. The Company does not 
assume any responsibility to update 
this information for events subsequent 
to its publication. 


Cor porate 


We have made great 
progress over the past year 
in laying the foundation for 


growth and profitability. 
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The Board is committed to working with management to guide the strategic direction of 


Western Energy Services with the goal of enhancing the interests and relationships with 


all stakeholders while adding material value for the shareholders. 


During 2005, the Board met 14 times. The Board's focus in 2005 centered on setting a 


strategic direction, building our equipment fleet through acquisitions and ensuring that the 


Company is properly capitalized to facilitate the execution of the business plan meving 


forward. Together with the staff.of Western, we have made great progress over the past year 


in laying the foundation for growth and profitability in the year ahead. 


R. Bruce Allford, LLB Mr. Allford is a partner in 
the Calgary law firm Burnet, Duckworth & 


Palmer LLP. He has served as a Director of the 
corporation since October of 2004. Mr. Allford 
is a director of several other private and public 
companies. Mr. Allford is a member of 


Western's Audit and Compensation committees. 


Clarence Y. Chow, P. Eng. Mr. Chow is the 
President of AGS Capital Management Ltd., 
which manages a number of investment funds 
specializing in energy and mining interests. He is 
a director of several companies and is a director 
and past Chairman of the Canadian Petroleum 


Institute. Mr. Chow brings considerable private ~ 


and public company experience to Western. 
Companies that have benefited from his 
expertise include Morrison Petroleums Ltd., 
Alberta and Southern Gas Company Limited and 
ountain Energy Ltd. 


John O. Halliwell Mr. Halliwell is Chairman of 
he Board of Directors and has been the 
President of Anacort Capital Inc., a private 
investment firm, since 1995. He was President 
and Chief Executive Officer of Western's 
predecessor company, BBF Resources Inc. from 
1996 until October of 2004. Prior to that, 

Mr. Halliwell was the Executive Vice President 
of Penn West Petroleum Ltd. and a senior 
executive with Petro-Canada. Mr. Halliwell is 

a member of the Company's Audit and 
Compensation committees. 
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Jim McQuarrie Mr. McQuarrie became the 
President, Chief Executive Officer and a Director 
of Western Energy Services on February 26, 
2006. He has over 30 years of experience in the 
Canadian oilfield service sector with a proven 
track record of value creation. Mr. McQuarrie 
founded StimCo Services Ltd. in 1988, and after 
growing the company to $15 million in annual 
revenues and 100 employees sold it to Sanjel 
Cementers Inc. in 1994. Mr. McQuarrie then 
founded Tankmaster Rentals (1996) Ltd. which 
grew to encompass four branches before its sale 
to Peak Energy Services Ltd. in 1997. Under his 
leadership, Hava Tank Rentals Ltd. grew from 
$500,000 in annual sales in 2001 to $3 million 
at the time of its sale in 2004. He has also 
played a key role in the development of ; 
Onstream Compression Rentals. Most recently 
he worked as an independent business 
consultant. Mr. McQuarrie is a member of 
Western's Compensation Committee. 


M. Lindsey Mitchell Mr. Mitchell was the 
founder, President and Chief Executive Officer of 
Western Energy Services from November 2002 
until February 2006 and continues to work as a 
consultant to the Company. Prior thereto, he was 
a project coordinator with Baker Hughes 
International, general manager of Serval 
Corporation in Calgary, Alberta, and a 
co-founder of Mitchell Tool Company. 


Gordon Reid, CA Mr. Reid is the Chief Financial 
Officer of Gladius Energy Inc. He was the Chief 
Financial Officer of BBF Resources Inc. from 
2002 until 2004. Prior thereto, Mr. Reid was 
the Chief Financial Officer of Manhattan 
Resources Ltd. and Executive Vice President and 
Chief Financial Officer of North American 
Explorers Ltd. Mr. Reid is the Chairman of the 
Company's Audit Committee. 
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western energy services Corp. 


Notice of Meeting 

We invite our shareholders 

and all other interested parties 
to join us for our Annual 
General Meeting at 3:30 pm on 
Thursday, June 8, 2006 in the 

J. Lecky Room of the Bow Valley 
Club, 370, 250 - 6 Avenue S.W., 
Calgary, Alberta. 


corporate profile 
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Western Energy Services Corp., headquartered in Calgary, Alberta, is a young, technically 
focused oilfield service company offering coiled tubing, nitrogen, stimulation, remedial 
cementing, well testing and associated services to the oil and gas industry. The Company 
has operations in Western Canada and the United States in addition to downhole tool 
rentals in Texas and Latin America. 


Western began 2005 with just one coiled tubing unit and basic well testing capabilities. 
During 2005, our Company's primary goals were to expand‘our equipment fleet and add- 
to our service capabilities. These goals were met and Western now manages a fleet of 
11 coiled tubing units, two nitrogen units, five sophisticated pressure tank well test 
packages and a pool of downhole drilling tools. In addition we have increased our technical 
capabilities and now provide well stimulation services to meet our clients’ needs and better 


utilize our equipment capabilities. 


Western shares trade on the TSX Venture Exchange under the symbol WSV. 


Introduction to our Annual Report 
Investors and other interested parties are invited to read our companion piece that provides an 
overview of our company and some of the significant events of 2005, this document shares our vision 


for the future and our strategy to position Western Energy Services for substantial profitable growth. 


western energy services corp. 


management's discussion and analysis 


The following discussion of the financial condition, changes in financial condition and results of 
operations of the Company should be read in conjunction with the audited consolidated financial 
statements for the year ended December 31, 2005 and the consolidated financial statements for the eight 
months ended December 31, 2004 of Western Energy Services Corp. (formerly known as “BBF Resources 
Inc.”). (the “Company”) and the related notes included therein. 

Certain measures in this discussion do not have any standardized meaning as prescribed by Canadian 
generally accepted accounting principles (“GAAP”) such as cash flow and therefore are considered non- 
GAAP. measures. These measures may not be comparable to similar measures presented by other 
reporting issuers. These measures have been described and presented in this MD&A in order to provide 
shareholders and potential investors with additional information regarding the Company. 

This discussion and analysis contains certain forward-looking statements related but not limited to 
the Company's expectations, intentions, plans and beliefs. Investment advisors, shareholders and 
potential investors are cautioned not to place undue reliance on forward-looking information which by its 
nature involves assumptions, risks and uncertainties, both general and specific, that contribute to the 
possibilities that predictions, projections, forecasts and future events will not occur. Consequently, actual 
results could differ materially from the expectations expressed in these forward-looking statements. The 
Company does not assume any responsibility to update this information for events subsequent to its 
preparation. All amounts are expressed in Canadian funds unless indicated otherwise. 


Overall Performance and Results of Operation 

Over the course of 2005 the Company greatly expanded its operations. We began the 
year with $5.5 million of equipment and ended it with $18.9 million of equipment 
including assets we operate under the terms of our joint venture with Grenville Energy 
Partnership (“GEP”). This 244% increase in equipment helped achieve a ten-fold 
increase in revenue. In 2005, management was focused on rapidly growing the 
Company's fleet of assets, developing the markets needed to achieve high utilizations, 
managing its debt levels and achieving a base of operations that will result in positive 


cash flows. 
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In 2005 the Company achieved a base of operations that, together with the strong 
additions to its executive and board in the first quarter of 2006, is expected to result in 
profitable operations that take full advantage of the buoyant energy markets. Revenues for 
the first quarter of 2006 greatly exceed those of the same quarter in 2005, validating the 
belief that 2006 will be a year of record revenue that builds upon the strong base built in 
2005. Revenues for 2005 were $8,046,139 and were earned over the quarters as follows: 

Quarter 1 287353 

Quarter 2 1,707,994 

Quarter 3 1,978,737 

Quarter 4 C072 055 


The loss for 2005 before amortization, interest and income taxes was $1,911,411 compared 
to $984,629 for the eight months ended December 31, 2004 (the “comparative period”). 
Cash flow from operations in the fourth quarter was affected by maintenance expenditures. 
The significant increase to the fleet in late October 2005 required increased maintenance 
expenditures in November and December. The Company also wrote off the charges it had 
deferred for its Mexican operations and the cost of some of the associated equipment. 


Management's focus for 2006 will be to: 


= Expand the Company's service offerings to include stimulation and remedial cementing 


services. 


® Highlight and expand the Company's nitrogen pumping business including adding nitrogen 
transportation to its list of services. 


= Expand the Company's well testing service business with accretive acquisitions and expansions. 
= Source required ancillary equipment. 


= Expand the market for the Company’s down hole tools in Texas and Latin America, to achieve 
acceptable utilization and revenue levels. 


# Demonstrate the Company's ability to generate and maintain profits. 
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The following is a discussion of each of the operational focuses of the Company: 


Nitrogen Services 
The Company operated it's first nitrogen pumper in March 2005. A second pumper was 
added at the end of November 2005 anda third is to be completed in the summer of 2006. 
The first two pumpers are owned by GEP. Nitrogen pumping services offered by the 
Company were in high demand in the fourth quarter of 2005 and the first quarter of 2006. 
The Company expects continued high demand for nitrogen in the energy sector as 
nitrogen is being used increasingly to replace compressed air in many applications where 
combustibility or chemical reactions are a concern. The Company intends to expand its 
nitrogen pumping capabilities to complement its coiled tubing and as a stand-alone 
service. In the first quarter of 2006 the Company expanded its nitrogen services to include 


nitrogen transportation. 


Coiled Tubing Services 
The Company now operates a fleet of 11 coiled tubing units in Canada and the United States, 
having started 2005 with just one unit. 

Following the addition of 5 coiled tubing units at the end of October 2005 the Company 
embarked on a preventative maintenance program and staffing adjustments for all of its 
coiled tubing operations. One coiled tubing unit that Is undergoing extensive repairs due to 
a road accident is being refitted to have class II capabilities. 

The utilization rates for the Company's coiled tubing were disappointing for 2005. To 
remedy this situation the Company has commenced the following plan to increase 
utilization and billable rates: 


» Add ancillary equipment and upgrade certain units in the current fleet in order to expand 
capabilities, depth capacity and marketability. 


» The Company will add more nitrogen pumping and transportation equipment in both Canada 
and the United States that will increase the utilization of the current fleet and increase revenues. 


# The Company's new strategy of entering the stimulation and remedial cementing business 
will also increase the utilization of the existing coiled tubing fleet. 
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Downhole Tool Rentals 

In the fall of 2004 the Company placed $3.4 million on deposit with a manufacturer for new 
down hole performance tools for the rental market. The Company commenced 2005 having 
taken delivery of approximately one-third of its tool inventory. By May 2005 the Company 
had received the balance of its tools from the manufacturer. 

The Company entered the rental tool market in Guatemala in September 2004 with just 
one customer, by supplying the rental tools for a single rig. The Company now has three 
active customers in Guatemala who are planning to increase their activity levels in 2006 
versus 2005. The Company has purchased further specialized tools for customers in the 
first quarter of 2006, which tools were previously not in our inventory and were being rented 
from third parties. 

The Company currently utilizes approximately one quarter of its rental fleet in South Texas. 

Until May 2005 the Mexican tool rental business was in its pre-operating phase, and the 
Company capitalized the costs incurred in developing this new market. 

Mexican tool rentals to date have been disappointing. The Company wrote off the 
unamortized balance of its costs associated with the pre-operating phase, along with the 
costs associated with certain assets specifically intended for the Mexican market. Alternate 


markets are currently being reviewed. 


Well Test Services 

The Company's well-test division operates in Canada and is subject to the typical seasonal 
fluctuations experienced in the activity levels in the Alberta oilfield. In July and August 2005 
the division received three new state-of-the-art well test pressure tank suites, and a fourth 
was delivered in late 2005. This new equipment, owned by GEP and operated by the 
Company, has dramatically increased the Company's well test capabilities, which started 
the year with only a single well test suite. The Company’s new fleet also has the ability to 


perform in higher pressure and sour gas environments. 


Since their acquisition these suites experienced dramatically increased utilizations over 
the winter drilling season. The Company is looking to expand its presence in the well testing 


market through internal growth or accretive acquisitions. 
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Mining Properties 

Before its September 2004 reorganization, the Company owned two mining properties that 
were still in the development stages. While not a focus of the Company, it is intended that the 
Company's Frenier, British Columbia perlite property be developed until the project reaches a 
commercial decision point. 

The mining properties division incurred expenses of $86,306 in 2005. The expenditures 
were capitalized as a cost of the properties. In the fall of 2005, the Company continued to 
build upon its bulk sampling pilot project for Frenier. A further bulk sample has been 
extracted from the property and will be tested for suitability under various crushing, heating 
and treating scenarios. This testing is expected to occur in 2006 and is intended to assist in 
the determination of the economics of the property. 

Each of the Company's mining properties will continue to be managed by consultants to 
the Company until such time as marketing, development or disposition plans are developed. 


Selected Financial Information 


Year ended Eight Months ended 

December 31, 2005 ($) December 31, 2004 ($) 

Revenue 8,046,139 711,438 

Net Loss 3,487,461 1,211,364 

Net Loss per Share 0.05 0.05 

Total Assets 11,299,158 8,942,819 
Long Term Financial Liabilities (including future taxes 

and asset retirement obligations) 349,427 836,404 

Shareholders’ Equity 6,481,021 3,577,144 


Dividends Declared - = 


Joint Venture 

In July 2005, the Company entered into a joint venture arrangement with Grenville Energy 
Partnership (“GEP”) whereby Grenville has purchased assets to be operated by the 
Company. Revenues from the assets owned by the Company and those owned by GEP (as 
operated by the Company) are pooled and then allocated between the parties based on 
formulas that: (i) provide for an initial allocation of revenue based on each party's respective 
cost of the revenue generating assets, (ii) vary by business line, and (iii) provide for an 


allowance to the Company for its budgeted operating costs. 
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The Company has a right to acquire the assets it operates for GEP after 12 months from 
the date of acquisition by GEP. GEP also has the right to require the Company to purchase 
the assets after 12 months for original cost, which the Company, at its option, may pay by 
issuing common shares at an issue price 15% above market at the time of issuance of the 
notice of requirement to repurchase. If GEP does not achieve an annualized return of 18% 
after 6 months from its share of revenues from the assets operated by the Company it may 
serve the Company with a 120 day notice that it intends to sell some or all of the assets to 
a third party. The Company has the option to match any price offered by a third party. No 
notice from GEP has been received by the Company in this regard. 


Financial Instruments 


The Company holds various financial instruments such as accounts receivable, payables and 
notes payable. Management of the Company has decided to not use hedging to manage 
risks from interest rate or foreign currency fluctuations. Credit risks are managed through 
credit or references checks typical in the industry. The fair values of the financial instruments 
approximate their carrying value. 


Liquidity and Capital Resources a 


The Company experienced a cash outflow of $2,059,014 in 2005 compared to $905,052 
for the eight months ended December 31, 2004. The Company took large strides in reducing 
its debt level in the later half of 2005. Total liabilities were $4,818,137 at December 31,2005 
down 63% from their high point at June 30, 2005 and down 10% from December 31, 2004. 
Shareholders equity increased 81% from December 31, 2004. 

The Company achieved profitability in the first quarter of 2006, while raising $4.68 million 
of new equity in two separate placements. The first placement was intended to address the 
Company's working capital deficiency (excluding the demand term loan). The second 
placement was intended to fund the Company's expansion into the stimulation and remedial 


cementing business, as well as certain other additions to the Company's equipment. 


In 2006 the following will have an impact on the Company's capital resources: 
= The Company's new strategic direction into the stimulation and remedial cementing 
product lines, as well as increased investment in the nitrogen, well test and tool rental 


business lines, are expected to provide increased cash flows and increase the utilization of 
existing equipment. 
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= The Company expects to become eligible for equipment and acquisition debt financing on 
more attractive terms, and intends to use leverage to complement its equity funding. 
Currently the Company has little long-term debt. The Company has over $19 in equity for 
each one dollar of long-term financial liabilities. 


* The Company has depended upon the sale of accounts receivables to fund its operations. It 
expects to commence the use of an operating line of credit in 2006 and thereby to reduce its 
short term financing costs. 


Transactions with Related Parties 

During the year ended December 31, 2005: 

= The Company leased equipment from an officer of the Company. The lease commenced on 
December 1, 2003, with a three-year term and a monthly payment in arrears of $1,300. The 
Company has a purchase option to acquire the equipment at any time at a price that 


decreases with each monthly payment. The purchase price at the commencement of the 
lease was $50,000 and it will be $9,870 at the termination of the lease. 


= The Company borrowed cash from certain directors and officers of the Company and issued 
demand notes as security. The demand notes bore interest at 12% (2004-Bank prime plus 1%). 


= A firm in which a director is a partner provided legal services in the amount of $216,160. 


Proposed Transactions 
As of the date hereof the Company has no unusual pending or proposed transactions of a 


material nature. 


Change in Accounting Policies 


During 2005 the Company did not change any accounting policies. 


Business Risks 
The following business risks are applicable to the Company’s main business, being the oil 


and gas service business. 


= Competition among related service companies is significant. Many competitors are 
substantially larger and have substantially greater revenues than the Company and overall 
greater financial resources. The Company's ability to generate revenues depends on its ability 
to attract and win contracts and to perform services within projected times and costs. 


= Currently the Company is focused on providing services to a limited geographic market. The 
efforts to expand such market area will subject the Company to significant competition 
from established competitors. There can be no assurance that the marketing strategy will 


be successful. 
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The success of the Company is dependent upon the efforts and abilities of its management 
team. The loss of any member of the management team could have a material adverse effect 
upon the business and prospects. Certain directors will only devote part of their time to the 
business of the Company. 


The Company has a limited history of operations. Failure to achieve projected rates of market 
penetration or commercial acceptance could significantly affect its success. 


The Company's business is subject to the operating risks inherent to the oil and gas service 
industry. On occasion, substantial liabilities to third parties may be incurred. The Company 
will have the benefit of insurance maintained by it; however, it may become liable for 
damages against which it cannot adequately insure or against which it may elect not to insure 
because of high costs or other reasons. 


The Company is vulnerable to market prices. Fixed costs, including costs associated with 
operations, leases, labour costs, and depreciation account for a significant portion of the 
Company's costs and expenses. As a result, reduced productivity resulting from reduced 
demand, equipment failure, or other factors could significantly affect its revenues and 
financial results. 


The Company's business relies on the oil and gas exploration and production industry which 
is subject to a number of risks. General economic conditions, fluctuations in demand and 
supply of production components, competition and increases in operating costs are some of 
them. In addition, changes may occur in government regulation, including regulations relating 
to prices, taxes, royalties, land tenure, allowable production, importing and exporting of oil 
and natural gas and environmental protection for the oil and gas industry as a whole. Risks 
affecting the oil and gas exploration and production business may also affect Company's 
business. The exact effect of these risks cannot be accurately predicted. 


# The oil and gas service industry has experienced a high degree of invention and innovation. It 
is possible that new technology will be developed which will compete with the Company's 
products and services. 


# A portion of the operations of the Company are in the United States, Mexico and Guatemala, 
which subject the Company to currency fluctuations and different tax and regulatory laws. - 


The following business risks are applicable to the Company's secondary business, that of 


mineral exploration and development: 


® Mineral exploration and development involve a high degree of risk and few properties which 
are explored are ultimately developed into producing mines. There is no assurance that even 
if a body of commercial ore is discovered on its properties, a mine will be brought into 
commercial production. The feasibility of developing a mineral deposit once discovered is 
dependent on a number of factors, including the particular attributes of the deposit, such as 
size, grade and proximity to infrastructure, metal prices and government regulations. 
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The long-term profitability of the Company's mining operations will be in part directly related 
to the cost and success of its exploration programs, which may be affected by a number of 
factors which are beyond the control of the Company. 


Mineral exploration involves many risks, which even a combination of experience, knowledge 
and careful evaluation may not be able to overcome. The work which the Company proposes 
to undertake will be subject to all the hazards and risks normally incidental to exploration, 
development and production of resources, any of which could result in work stoppages and 
damage to persons or property or the environment and possible legal liability for any and all 
damage. Fires, power outages, labour disruptions, flooding, explosions, cave-ins, land slides 
and the inability to obtain suitable or adequate machinery, equipment or labour are some of 
the risks involved in the operation of mines and the conduct of exploration programmes. 
Although the Company will, when appropriate, secure liability insurance in an amount which 
it considers adequate, the nature of these risks is such that liabilities might exceed policy 
limits, the liabilities and hazards might not be insurable, or the Company might elect not to 
insure itself against such liabilities due to high premium costs or other reasons, in which 
event the Company could incur significant costs or uninsured losses that could have a 
material adverse effect upon its financial condition. 


Substantial expenditures are required to establish reserves through drilling, to develop 
metallurgical processes to extract metal from ore and to develop the mining and processing 
facilities and infrastructure at any site chosen for mining. Although substantial benefits may 
be derived from the discovery of a major mineralized deposit, no assurance can be given that 
minerals will be discovered in sufficient quantities or grades to justify development of the 
deposit, or that the funds required for development can be obtained on a timely basis. The 
Company will attempt to reduce this risk through the acquisition of proven industrial mineral 
deposits which are currently producing or are production ready. 


The marketability of any minerals acquired or discovered may be affected by numerous factors 
which are beyond the Company's control and which cannot be predicted, such as metal price 
and market fluctuations, the proximity and capacity of milling facilities, mineral markets and 
processing equipment, and such other factors as government regulations, including regulations 
relating to royalties, allowable production, importing and exporting of minerals, and 
environmental protection. Depending on the price of minerals produced, the Company may 
determine that it is not commercially feasible to commence or continue commercial production. 


All phases of the Company's mining operations are subject to environmental regulation. 
Environmental legislation is evolving in a manner which requires stricter standards and 
enforcement, increased fines and penalties for non-compliance, more stringent 
environmental assessments of proposed projects and a heightened degree of responsibility 
for companies and their officers, directors and employees. There is no assurance that future 
changes in environmental regulations, if any, will not adversely affect the Company's 
operations. There is no assurance that regulatory and environmental approvals will be 
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obtained on a timely basis or at all. The cost of compliance with changes in governmental 
regulations has the potential to reduce the profitability of operations or to preclude entirely 
the economic development of a property. Environmental hazards may exist on the 
exploration properties in which the Company has an interest (the “Properties”) which are 
unknown to the Company at present which have been caused by previous or existing owners 
or operators of the Properties. 


The Company's revenues from its mining business, if any, are expected to be in large part 
derived from the mining and sale of industrial minerals or interests related thereto. The price 
of those commodities can fluctuate, and is affected by numerous factors beyond the 
Company's control including international economic and political conditions, expectations of 
inflation, international currency exchange rates, interest rates, global or regional consumption 
patterns, speculative activities, levels of supply and demand, increased production due to new 
mine developments and improved mining and production methods, availability and costs of 
metal substitutes, metal stock levels maintained by producers and others and inventory 
carrying costs. The effect of these factors on the price industrial minerals, and therefore the 
economic viability of the Company's operations cannot be accurately predicted. 


The resource industry is intensively competitive in all of its phases, and the Company 
competes with many companies possessing far greater financial resources and ,technical 
facilities than itself. Competition could adversely affect the Company's ability to acquire 
suitable properties for exploration in the future. The Company may, in the future, be unable to 
meet its share of costs incurred under agreements to which it is a party and the Company may, 
as a result, have its interest in the Properties subject to such agreements reduced as a result. 
Furthermore, if other parties to such agreements do not meet their share of such costs, the 
Company may be unable to finance the cost required to complete recommended programs. 


Exploration and development of the Properties will be affected to varying degrees by: (i) 
government regulations relating to such matters as environmental protection, health, safety and 
labour; (ii) mining law; (iii) restrictions on production; price controls, tax increases; (iv) 
maintenance of claims; (v) tenure; and (vi) expropriation of property. There is no assurance that 
future changes in such regulation, if any, will not adversely affect the Company's operations. 


Government approvals and permits are required in connection with the exploration activities: 
proposed for the Properties. To the extent such approvals are required and not obtained, the 
Company's planned exploration activities may be delayed, curtailed, or cancelled entirely. 
Failure to comply with applicable laws, regulations and requirements may result in 
enforcement action against the Company, including orders calling for the curtailment or 
termination of operations on the Properties, or calling for corrective or remedial measures 
requiring considerable capital investment. Parties engaged in mineral exploration and mining 
activities may be subject to civil and criminal liability as a result of failure to comply with 
applicable laws and regulations. Amendments to current laws, regulations and permitting 
requirements affecting mineral exploration and mining activities could have a material 
adverse impact on the Company's operations and prospects. 
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* Aboriginal rights may be claimed with respect to Crown properties or other types of tenure 
with respect to which mining rights have been conferred. The Company is not aware of any 
aboriginal land claims having been asserted or any legal actions relating to aboriginal issues 
having been instituted with respect to the Properties. The Company is aware of the mutual 
benefits afforded by co-operative relationships with indigenous people in conducting 
exploration activity and is supportive of measures established to achieve such co-operation. 
Other parties may dispute the Company's title to the Properties and the Properties may be 
subject to prior unregistered agreements or transfers or land claims by aboriginal peoples, 
and title may be affected by undetected encumbrances or defects or government actions. 


Disclosure Controls and Procedures 

Disclosure controls and procedures have been designed to ensure that information required 
to be disclosed by the Company is accumulated and communicated to the Company's 
management as appropriate to allow timely decisions regarding required disclosure. The 
Company's Chief Executive Officer and Chief Financial Officer have concluded, based on 
their evaluation as of the end of the period covered by the annual filings, that the Company's 
disclosure controls and procedures are effective to provide reasonable assurance that 
material information related to the Company, including its consolidated subsidiaries, is 
made known to them by others within those entities. It should be noted that while the 
Company's Chief Executive Officer and Chief Financial Officer believe that the Company's 
disclosure controls and procedures provide a reasonable level of assurance that they are 
effective, they do not expect that the disclosure controls and procedures or internal controls 
over financial reporting will prevent all errors and fraud. A control system, no matter how 
well conceived or operated, can provide only reasonable, not absolute, assurance that the 


objectives of the control system are met. 


Additional Data 


Additional information relating to the Company is filed on SEDAR at www.sedar.com. 
Summary of Equity Instruments as at April 24, 2006: 


1. Authorized share capital: 
Unlimited number of voting common shares without nominal or par value. 


Unlimited number of non-voting preferred shares issuable in series. 


2. Shares issued and outstanding: 
At April 24, 2006 there were 102,604,179 common shares outstanding, with a recorded 
value of $14,905,187. 
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3. Options outstanding: _ 
At April 24, 2006 there were 7,755,000 options outstanding to purchase common shares, 
with a recorded value of $499,639. The range of exercise prices and expiry dates for 


outstanding options at April 24, 2005 are as follows: 


Exercise Price (¢$) Number Number Exercisable Range of Expiry Date 
0.065 to 0.08 300,000 300,000 2008 to 2009 
0.15 1,150,000 1,150,000 2007 to 2009 

0.19 1,300,000 1,300,000 2009 

0.20 100,000 33,333 2010 

0.26 150,000 50,000 2010 

0.28 3,480,000 1,393,333 2008 to 2011 

0.30 450,000 366,667 2006 to 2010 

OS 650,000 216,667 2011 

0.40 175,000 175,000 2008 


Options have an exercise price equal to the market price at the date of grant. The per 
share weighted average fair value of each stock option granted during the year ended 
December 31, 2005 was $0.07 (December 31, 2004 $0.06). This value was calculated 
using the following assumptions: average risk-free interest rate of 4%, average expected life 
of 5 years and a volatility of 40% (December 31, 2004, 30% to 82%). 


4. Warrants outstanding 
Warrants totalling 18,139,343 were outstanding to purchase common shares, with a 
recorded value of $731,400 as at April 24, 2006: 


Number Exercise Price ($) Range of Expiry Date 
4,250,000 Os 2007 
1,011,800 0.28 2007 to 2008 


12,877,543 0.40 2006 to 2008 


5. Escrowed shares 


There are 7,226,497 common shares held in escrow which will be released as follows: 


Year Number of Shares 
2006 2,829,688 
2007 2,535,854 
2008 1,465,604 
2009 395,351 

7,226,497 


a 
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management's responsibility 


To the Shareholders of Western Energy Services Corp.: 

Management is responsible for the preparation and presentation of the accompanying 
consolidated financial statements, including responsibility for significant accounting 
judgements and estimates in accordance with Canadian generally accepted accounting 
principles. This responsibility includes selecting appropriate accounting principles and 
methods, and making decisions affecting the measurement of transactions in which 
objective judgement is required. 

In discharging its responsibilities for the integrity and fairness of the consolidated 
financial statements, management designs and maintains the necessary accounting 
systems and related internal controls to provide reasonable assurance that transactions are 
authorized, assets are safeguarded and financial records are properly maintained to provide 
reliable information for the preparation of financial statements. 

The Audit Committee is responsible for overseeing management in the performance of 
its financial reporting responsibilities, and for reviewing the financial statements and 
recommending approval thereof. The Committee fulfills these responsibilities by reviewing 
the financial statements and discussing relevant matters with management and external 
auditors. The Committee is also responsible for recommending the appointment of the 
Company's external auditors. 

Meyers Norris Penny LLP, an independent firm of Chartered Accountants, is appointed by 
the shareholders to audit the consolidated financial statements and report directly to them; 
their report follows. The external auditors have full and free access to, and meet periodically 


and separately with, both the Board and management to discuss their audit findings. 


Vs Uber 


Jim McQuarrie Nick Pohorelic 


April 21, 2006 

Head Office www.westernenergyservices.com Main: 403.266.0667 
Suite 1000 WSV on TSX Vent Fax: 403.266.0696 
441 - Sth Avenue SW ot oe loll Free: 1.877.285.9447 


Calgary, Alberta T2P 2V1 


auditors’ report 


To the Shareholders of Western Energy Services Corp. 


We have audited the consolidated balance sheet of Western Energy Services Corp. as at 
December 31, 2005 and the consolidated statements of operations and deficit and cash 
flows for the year then ended. These consolidated financial statements are the responsibility 
of the Company's management. Our responsibility is to express an opinion on these 
consolidated financial statements based on our audit. 

We conducted our audit in accordance with Canadian generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain reasonable 
assurance whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial 
statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material 
respects, the financial position of the Company as at December 31, 2005 and the results of 
its operations and its cash flows for the year then ended in accordance with Canadian 
generally accepted accounting principles. 

The financial statements as at December 31, 2004 and for the period then ended, prior 
to adjustment for the capital lease obligations as described in Note 24, were audited by 
other auditors who expressed an opinion without reservation on those‘statements in their 
report dated April 15, 2005. We have audited the adjustments to the 2004 financial 
statements and in our opinion, such adjustments, in all material respects, are appropriate 


and have been properly applied. 


Magen Narvs ore LP 
Chartered Accountants 


Calgary, Alberta 
April 21, 2006 
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As at December 31 


consolidated balance sheets 


Assets 

Current assets 
Cash 

Accounts receivable 
Prepaid expenses 


Equipment (Note 4) 


Mineral properties (Note 7) 
Deferred charges (Note 8) 


Goodwill (Note 3b) 


Future taxes (Note 16) 


Liabilities 
Current liabilities 


Accounts payable and accrued liabilities 

Notes payable to related parties (Note 18c) 

Current portion of capital lease obligations (Note 12) 
Note payable (Note 10 
Demand term loan (Note 11) 
Promissory note (Note 13) 


Asset retirement obligations 
Capital lease obligations (Note 12) 


») 


Future taxes (Note 16) 


Shareholders’ Equity 


Common shares (Note 14) 
Contributed surplus (Note 15) 


Deficit 


Approved on behalf of the Board of Directors: 


Jim McQuarrie, Director 


Pe 


2005 2004 

(3) (8) 
Restated — (Note 24) 

157,333 299,848 
1,227,417 411,919 
185,948 125,047 
1,570,698 836,814 
7,199,750 SSH LUNAS 
1,390,799 1,304,493 
11,066 329,371 
112,815 112,815 
1,014,030 644,151 
11,299,158 8,942,819 
2,681,884 557,623 
211,876 72,900 
42,633 38,748 
440,659 = 
1,091,658 = 
= 3,860,000 
4,468,710 4,529,271 
52,872 50,595 
166,055 208,688 
130,500 of F121 
4,818,137 5,365,675 
10,714,547 4,768,815 
721,606 276,000 
(4,955,132) (1,467,671) 
6,481,021 3,577,144 
11,299,158 8,942,819 


cea 


R. Bruce Allford, Director 


The accompanying notes are an integral part of these consolidated financial statements. 
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For the periods ended 
December 31 


Revenue 
Expenses 
Operating 
General and Administrative 
Write down associated with 
international operations (Note 8) 
Stock based compensation 
Gain on sale of assets 
Foreign exchange 


Loss before amortization, interest and income taxes 
Amortization & accretion 

Interest 

Loss before taxes 

Foreign withholding tax 

Future taxes recovery 


Net loss for the period 

Deficit, beginning of period, as previously reported 
Restatement of capital lease obligation (Note 24) 
Deficit, end of period 


Net loss per share 
Basic and diluted (Note 14k) 


western energy services corp. Conceglidated statements of operations and deficit 


2005 2004 
(3) (8) 
(12 months) (8 months) 
Restated — (Note 24) 
8,046,139 711,438 
6,899,977 689,183 
2,228,530 785,136 
723,523 = 
65,606 493,000 
(2,812) = 
42,726 28,748 
9,957,550 1,696,067 
(1,911,411) (984,629) 
1,458,630 192,312 
785,220 60,933 
(4,155,261) (1,237,874) 
148,700 52,490 
(816,500) (79,000) 
(667,800) ‘1 (26,510) 
(3,487,461) (1,211,364) 
(1,448,105) (256,307) 
(19,566) = 
(4,955,132) (1,467,671) 
(0.05) (0.05) 


The accompanying notes are an integral part of these consolidated financial statements. 
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For the periods ended 
December 31 


consolidated statements of cash flows 


Operating Activities 
Net loss for the period 
Items not affecting cash 
Amortization and accretion 
Stock-based compensation 
Gain on sale of assets 
Write down associated with international operations 
Future income taxes 
Cash flow (outflow) 
Changes in non-cash working capital (Note 20a) 


Investing Activities 

Deferred costs 

Expenditure on mineral property 

Proceeds on sale of equipment 

Business combinations & acquisitions (Note 3) 


Financing Activities 

Repayment of note payable 

Interest capitalized into loan balances 

Proceeds from convertible debentures, net of costs 
Proceeds from demand term loan 

Payments on demand term loan 

Net proceeds (payments) from related party notes 
Proceeds from bridge loans 

Payment of bridge loans 

Proceeds from note payable 

Payment of note payable 

(Payment) proceeds of promissory note 

Unit subscriptions received 

Repayment of capital lease obligations 

Issue of units, net of costs 

Issue of common shares, net of costs 


(Decrease) increase in cash 
Cash, beginning of period 
Cash, end of period 


2005 2004 
() ($) 
(12 months) (8 months) 
Restated — (Note 24) 
(3,487,461) (1,211,364) 
1,458,630 192,312 
65,606 193,000 
(2,812) = 
723,523 = 
(816,500) (79,000) 
(2,059,014) (905,052) 
1,272,528 (283,393) 
(786,486) (1,188,445) 
(276,945) (321,462) 
(86,306) (19,607) 
4,461,411 = 
(7,263,751) (4,931,967) 
(3,165,591) (5,273,036) 
- (243, 738) 
84,247 - 
3,808,274 450,000 
1,300,000 = 
(208,342) = 
120,000 (382,000) 
4,307,800 1,125,000 
(4,307,800) (1,125,000) 
725,388 = 
(350,000) = 
(3,860,000) 3,860,000 
- 163,200 
(38,748) (19,542) 
2,124,243 - 
104,500 2,993,370 
3,809,562 6,731,290 
(142,515) 269,809 
299,848 30,039 
157,333 299,848 


The accompanying notes are an integral part of these consolidated financial statements. 
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For the periods ended 
December 31, 2005 and 2004 


notes to the consolidated financial statements 


Note 1: Basis of Presentation 
On July 25, 2005 Western Energy Services Corp. (the “Company”) changed its name from BBF Resources 
Inc. to Western Energy Services Corp., adopting the name of its wholly owned subsidiary. At the same time, 


the Company's subsidiary changed its name from Western Energy Services Corp. to WESC Ltd. WESC”) 


The Company acquired all the shares of WESC on October 8, 2004. For accounting purposes the 
purchase of WESC has been treated as a reverse takeover using the purchase method, where WESC 


was deemed to be the acquirer. 


The consolidated financial statements of the combined entity are issued under the name of the 
Company but are considered to be the continuation of the financial statements of WESC. The stated 


capital of the consolidated entity is that of the Company. 


WESC also changed its fiscal year end to December 31 from April 30 effective December 31, 2004. The 
comparative financial statements reflect the operations from May 1, 2004 to December 31, 2004. 


These consolidated financial statements have been prepared on the basis that the Company is a going 
concern, which presumes that the Company will continue operations for the foreseeable future and will 
be able to realize its assets and discharge its liabilities in the normal course of business. The ability of 
the Company to continue as a going concern is dependent on obtaining additional financing through the 
issue of treasury shares and from loans and on attaining and maintaining profitable operations. These 
consolidated financial statements do not reflect the adjustments or reclassifications which would be 
necessary if the Company was unable to continue as a going concern. Subsequent to the year end the 


Company has raised equity financing as described in Note 23. 


Note 2: Significant accounting policies 

The consolidated financial statements of the Company have been prepared by management in 
accordance with Canadian generally accepted accounting principles. The preparation of consolidated 
financial statements in conformity with Canadian generally accepted accounting principles requires 
management to make estimates and assumptions that affect the amounts reported in the consolidated 
financial statements and accompanying notes. Actual results could differ from those estimates. The 
consolidated financial statements have, in management's opinion, been properly prepared using careful. 
judgement with reasonable limits of materiality and within the framework of the significant accounting 


policies summarized below: 


a. Consolidation 
The consolidated financial statements include the accounts of the Company and its wholly-owned 


subsidiaries. All significant inter-company accounts and transactions have been eliminated. 
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b. Measurement uncertainty 
The amounts recorded for amortization of equipment and deferred charges are based on estimates of 
their expected useful life. By their nature, these estimates are subject to measurement uncertainty and 


the impact of changes to these estimates on the financial statements of future periods could be material. 


The Black Scholes option valuation model was developed for use in estimating the fair value of traded 
options which have no vesting restrictions and are fully transferable. In addition, option valuation 
models require the input of highly subjective assumptions including the expected stock price volatility. 
Because the Company's employee stock options and warrants have characteristics significantly 
different from those of traded options or warrants, and because changes in the subjective input 
assumptions can materially affect the fair value estimate, in management's opinion, the existing models 
do not necessarily provide a reliable single measure of the fair value of its employee stock options or 


share purchase warrants. 


c. Revenue recognition 

Revenue is recognized at the time the product is delivered or the service is provided on a daily, hourly or 
job basis. Revenue from contracts of long or medium term is recorded using the percentage of completion 
method, with losses fully provided for as they become apparent. Under this method, revenues are 


accrued on work-in-progress based upon the ratio of costs incurred to total estimated costs. 


d. Equipment 
The Company's equipment is recorded at cost and amortized based upon estimates of useful lives and 
salvage values, which vary from 0% to 30% of the purchase cost. These estimates may change as more 


experience is gained, market conditions shift or new technological advancements are made. 


The methods applied by category are as following: 


Office and communication equipment straight line 2 years to 5 years 
Trucks and automotive straight line 2 to 3 years 

Shop tools straight line 3 to 5 years 

Oilfield service equipment straight line 6 months to 10 years 


Leases that transfer substantially all the benefits and risks of ownership to the Company are accounted 
for as a capital lease asset and obligation. Capital lease assets are amortized in accordance with the 


methods above. 


western energy S26 Vii 6 6.5. cea) f ip 


western energy services corp. 


e. Mineral properties 

A portion of the Company's activities are engaging in the acquisition, exploration and development of 
mineral properties. The mineral properties are recorded at cost. All acquisition, exploration and related 
direct overhead expenditures will be depleted over the estimated life of the property. The estimated life 
of a property depends on whether the property contains economically recoverable reserves that can be 
brought into production. The costs relating to a property abandoned are written off when the decision 


to abandon is made. 


The total amount recorded for mineral properties represents costs incurred to date and does not reflect 
present or future values. Proceeds from disposition of mineral properties are normally credited to the 
capitalized costs with no gain or loss being recognized unless the sale is significant to the capitalized 


property costs. For such significant dispositions, a gain or loss would be recognized. 


In addition, if there has been a delay in development activity for several successive years, a write-down 


of those project-capitalized costs will be charged to income. 


f. Asset retirement obligation 

Asset retirement obligations are recorded as liabilities on a discounted basis when they are incurred, 

and the amounts recorded for the related assets are increased by the amount of these obligations. Over 
7 


time the liabilities will be accreted for the change in their present value. 


g. Goodwill 

Goodwill represents the excess of purchase consideration over fair market value of net identifiable 
assets of subsidiaries at the date of acquisition. Goodwill is not required to be amortized but is subject 
to an annual impairment test. Goodwill is evaluated in each reporting period to determine if there were 
events or circumstances, which would indicate that the carrying amount is not recoverable. Goodwill is 
evaluated using various analyses including non-discounted cash flow and profitability projections, 
which necessarily involves management judgement and estimates. By their nature, these estimates are 
subject to measurement uncertainty and the impact on the financial statements of a future period could 
be material. In the period in which an impairment in value is determined, goodwill will be reduced by a 


charge to income. 
The Company assesses impairment at the end of every reporting period. 


h. Per share data 
Earnings per share are calculated using the weighted average number of shares outstanding. Diluted 
earnings per share are calculated using the treasury stock method where the deemed proceeds of the 


exercise of options is considered to be used to reacquire shares at an average share price. 
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i. Income taxes 

The Company has adopted the liability method of accounting for income taxes. Under this method, 
future income tax assets and liabilities are recorded based on temporary differences, which are the 
differences between the carrying amount of an asset and liability in the consolidated balance sheet and 
its tax basis. Future tax balances are reflected at the substantially enacted tax rates which are expected 
to apply when the temporary differences between the accounting and tax balances of the Company's 
assets and liabilities are reversed. Future tax assets are recorded only when the Company assesses that 


the realization of these assets is likely. 


j. Stock based compensation 

Under the Company's stock option plan, options to purchase common shares are granted to directors, 
officers, employees and consultants at current market prices. Stock-based compensation expense is 
recorded in the statement of operations and deficit, with a corresponding increase recorded as 
contributed surplus. Compensation expense is based on the estimated fair values at the time of the 
grant and the expense is recognized over the vesting period of the option. Upon the exercise of the stock 
options, consideration paid together with the amount previously recognized in contributed surplus is 


recorded as an increase in share capital. 


k. Deferred charges 
The Company records deferred costs as an asset and amortizes such on a straight line basis over 


5 years. The yearly charge is included in amortization and accretion on the financial statements. 


|. Financial instruments 

The Company holds various financial instruments. Unless otherwise indicated, it is management's 
opinion that the Company is not exposed to significant interest rate, foreign currency or credit risks 
arising from these financial instruments. The fair values of these financial instruments approximate their 


carrying values, unless otherwise noted. 


m. Foreign exchange 


Foreign currency accounts are translated into Canadian dollars as follows: 


At the transaction date, each asset, liability, revenue and expense is translated into Canadian dollars by 
the use of the exchange rate in effect at that date. At the year end date, monetary assets and liabilities 
are translated into Canadian dollars by using the exchange rate in effect at that date. The resulting 


foreign exchange gains and losses are included in income in the current period. 
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Note 3: Business Combinations & Acquisitions 

a. BBF Resources Inc. 

The combination of WESC (formerly “Western Energy Services Corp.”) and BBF Resources Inc. which 
was completed on October 8, 2004, has been accounted for by the purchase method, with WESC being 


the acquirer, based on the fair value of the assets and liabilities acquired as follows: 


Fair Value ($) 
Working capital deficiency (860, 136) 
Future income taxes 565,151 
Mineral properties 1,284,885 
Asset retirement obligation (60,050) 
Net assets acquired 939,850 


ee al 


Purchase Price 


Value of shares issued 1,364,830 
Repayment of intercompany loan (444,980) 
Value of options issued 20,000 

939,850 


6 


Although BBF issued shares to the shareholders of WESC, the combination of the two sous has 
been accounted for as a reverse takeover by WESC. At the time of the combination, BBF had 15, 164, 740 
shares outstanding which were valued at $0.09 per share, being a 25% discount from the then current 
market price. Prior to the combination BBF issued a convertible debenture for $450,000 (Note 14 (g)). 
BBF in turn loaned the proceeds to WESC under similar terms. With the combination the loan to WESC 
became an inter-company receivable. The working capital deficiency listed in the table above contains 


the debenture receivable and payable, respectively. 


b. Coiled Tubing Services Inc. 
The September 17, 2004 combination of WESC and Coiled Tubing Services Inc. ("CTS") has been 


accounted for by the purchase method, with Western being the acquirer, based on the fair value of the 


assets and liabilities acquired as follows: 


Fair Value ($) 
Working capital 80,036 
Future tax liability assumed (677,120) 
Oilfield service equipment 1,738,584 
Goodwill 112,815 
Carrying value, net assets acquired 1,354,315 
Purchase Price 
Cash paid UpsoZ GSS: 


WESC borrowed the funds needed to purchase CTS using a bridge loan. The bridge loan was repaid with 
the funds from the October 8, 2004 private placement (Note 14(f)). WESC incurred fees and interest 
totalling $44,048 on the bridge loan, which it has capitalized as a cost of the acquisition. 
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c. Purchase of Coiled Tubing Units in Abilene, Texas 
On March 8, 2005 the Company purchased three coiled tubing units, one of which was under 
construction, two nitrogen pumpers, one of which was under construction, and supporting equipment 
located in Abilene, Texas for $4,107,784. The breakdown of the purchase is as follows: 

($) 


Equipment 4,043,601 

Accounts receivable 193,939 

Debt assumed (129,756) 
4,107,784 


Total cash paid 


d. Purchase of Coiled Tubing Units 

The Company purchased two coiled tubing units and supporting equipment for a cash purchase price 
of $2,444 266. The effective date for the purchase was February 1, 2005. $100,000 of the purchase 
price had been paid as a deposit as of December 31, 2004. 


e. Other Equipment 


Equipment in the amount of $811,701 was purchased during 2005 (2004 - $3,766,937). 


Note 4: Equipment 
December 31, 2005 


Accumulated Net book 

Cost ($) amortization ($) value ($) 

Oilfield service equipment (COG noo 1,010,188 6,746,968 
Trucks and automotive 278,242 94,724 183,518 
Shop tools 112,561 34,236 78,325 
Office & communications TA7,.319 78,024 39,295 
Vehicles under capital lease 266,978 115,334 151,644 
8,532,256 1,332,506 7,199,750 


December 31, 2004 


1 a 


(Restated) 
Accumulated Net book 
Cost ($) amortization ($) value ($) 
Oilfield service equipment 5,253,509 124,473 5,129,036 
Trucks and automotive 160,988 24,491 136,497 
Shop tools 36,812 12,360 24,452 
Office & communications 81,702 34,382 47,320 
Purchase deposits 150,000 = 150,000 
Vehicles under capital lease 266,978 39,108 227,870 
5,949,989 234,814 SHPAlowili(As) 


a 
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Note 5: Joint Venture 

In July 2005, the Company entered into a joint venture arrangement with Grenville Energy Partnership 
("GEP") whereby GEP has purchased assets to be operated by the Company. Revenues from the assets 
owned by the Company and those owned by GEP (as operated by the Company) are pooled and then 
allocated between the parties based on formulas that: (i) provide for an initial allocation of revenue 
based on each party's respective cost of the revenue generating assets, (ii) vary by business line, and 
(iii) provide for an allowance to the Company for its budgeted operating costs. GEP purchased certain 


of its assets from the Company (Note 6) and has also contributed other assets to the joint venture. 


The Company has a right to acquire the assets it operates for GEP after 12 months from the date of 
acquisition by GEP. GEP also has the right to require the Company to purchase the assets after 12 
months for original cost, which the Company, at its option, may pay by issuing common shares at an 
issue price 15% above market at the time of the notice of requirement to repurchase. If GEP does not 
achieve an annualized return of 18% after 6 months from its share of revenues from the assets operated 
by the Company it may serve the Company with a 120 day notice that it intends to sell some or all of 
the assets to a third party. The Company has the option to match any price offered by a third party. No 
notice has been received by the Company. 


: ae u 
Note 6: Disposition 


On July 27, 2005 the Company sold equipment to Grenville Energy Partnership for $US 3.6 million 
(Note 5). This equipment was acquired in March of 2005 (see Note 3c). Selling costs in the amount of 
$80,806 were incurred, of which $50,806 was paid with the issue of Units (Notes 14i and 21). 


) 
Proceeds on sale 4,455,360 
Selling costs (80,806) 
Net proceeds 4,374,554 
Book value of assets held for sale (4,346,337) 
Net gain on sale ° 28,217 


El 


During the year other assets with a book value of $103,697 were disposed of for proceeds of $36,051. 
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Note 7: Mineral Properties 


Frenier Perlite Property 


Value assigned October 8, 2004 Additions Cost as at 
per business combination ($) Year to cost ($) December 31 ($) 
1,284,885 2004 19,608 1,304,493 

2005 86,306 1,390,799 


The Company's interest in the Frenier Perlite property is a 100% undivided interest, subject to a 


production royalty with a $2,000 per month minimum. 


The Company also has interests in the Plata-Inca property located in the Yukon to which it assigned no 
value in its combination with WESC (Note 3a). The Company has not incurred any abandonment costs 


to date in relation to either of its mining properties. 


Note 8. Deferred charges 


December 31, 2005 ($) December 31, 2004 ($) 
Deferred charges, net of accumulated 
amortization of $2,636 
(December 31, 2004 — $1,230) 11,066 7,909 
International engineering costs - 99,157 
Pre-operating costs for Mexican operations - 262,305 
11,066 329,371 


The Company made the determination that it may not recover the value it had attributed to 
international engineering costs or the pre-operating costs related to Mexican operations. Accordingly it 
has charged the value of these costs to operations. Associated equipment with a net book value of 


$196,000 was also charged to operations to reflect the impairment in its value. 


Note 9: Bridge Loan 

The purchase of the three coiled tubing units in Texas was financed with a $3.5 million USD bridge loan. 
The bridge loan was repaid on July 27, 2005 and bore interest at 12.5% per annum. The bridge loan was 
secured by the assets purchased in Texas (Note 3c). Share purchase warrants entitling the holders to 
acquire a total of 4,250,000 common shares of the Company at a price of $0.24 per common share for 
two years have been issued as a bonus to the lenders under the bridge loan. These warrants were 
assigned a value of $230,000 using the following assumptions: average risk-free rate of 3.5% and a 
volatility of 40%. 
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Note 10: Promissory Note 


$700,000 was borrowed under a short-term facility on February 4, 2005. The short-term facility had 
an interest rate of 12% per annum and a six-month term and was secured with a second charge over 
certain equipment. The balance of this facility including accrued interest after a partial repayment was 
$440,659 on December 31, 2005. This Note was repaid in the first quarter of 2006. 


Note 11: Demand Term Loan 


The demand term loan bears interest at bank prime plus 1.5%, is secured by two coiled tubing units and 
related equipment having a cost of $2.4 million and is amortized over a term of 36 months. Due to the 


demand nature of the loan it is classified as a current liability. 


Note 12: Capital Leases 


As at December 31, 2005 the Company has entered into capital lease agreements with a weighted average 


interest rate of 6.9%. Minimum future payments under the capital lease agreements are as follows: 


($) 

2006 57,174 
2007 99,674 
2008 (p61 6 
Total minimum lease payments 231,464 
Amounts representing interest (22,776) 
Present value of net minimum lease payments 208,688 
Less: current portion 42,633 
166,055 


ee 


Note 13: Convertible Debentures 


The Company issued Series | convertible debentures for $2 million on January 10, 2005 and Series || 
convertible debentures for $2 million on January 12, 2005. Both series of debentures bore interest at 
2% per annum, matured 18 months from the date of issue and were secured by the Company's down 
hole tools, as well as the coiled tubing unit owned by the Company's subsidiary Coiled Tubing Services, 


nc. and the shares of Coiled Tubing Services, Inc. Interest accrued and compounded, but was not 


payable on the debentures for six months from the date of issue. The Series | debentures were 
convertible into common shares at $0.18 per share. The Series || debentures were convertible into 


common shares $0.22 per share. 


An agent received 3.5% of the proceeds from the issuance of the Series | and Series || debentures as a 
loan structuring fee. The net proceeds of the offering repaid the $3,860,000 promissory note, which 


was lent to the Company by the Agent. 
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At the time of issue the $4 million total proceeds were allocated between the debt instrument and the 
conversion feature by determining the fair value of the underlying debt instrument based on a risk 
adjusted interest rate of 16%. Accordingly $155,847 was allocated to equity. As less than 4% of the 
value was allocated to the conversion feature all of the interest accrued on the debentures was allocated 


to the debt portion. 


Having met certain stipulated milestones in regard to trading values of its common shares, the 
Company forced the conversion of both the Series | and Series I! debentures, in their entirety, into 


common shares on October 20, 2005. Interest accrued at the time of conversion was paid with cash. 


The determined fair values of the underlying debt instrument, together with the associated unamortized 


deferred financial charges, were allocated to common share equity upon the conversion. 


Interest of $126,390 pertaining to the convertible debentures was capitalized as pre-operating costs for 


Mexican operations, which were subsequently written off (Note 8). 


Note 14: Common shares 


a. Authorized 
Unlimited number of common shares 


Unlimited number of non-voting preferred shares, issuable in series. 


b. Issued 
Number Amount ($) 
Common shares as at April 30, 2004 10,526,252 277,415 
Issued for cash (Note 14d) 891,075 71,136 
Issued on the exercise of stock options 300,000 12,000 
Issued to shareholders of WESC on October 8th, 2004 GUN CTE 360,551 
Issued to shareholders of the Company (Note 14e) 15,164,740 1,364,830 
Issued pursuant to a private placement (Note 14f) 25,000,000 3,000,000 
Issue costs - (603,516) 
Issued on conversion of debenture (Note 149) 8,750,000 450,000 
Issued on the exercise of stock options 225,000 SiH AolO. 
Common shares as at December 31, 2004 55,857,067 4,605,615 
Issued on the exercise of warrants and options 833,333 135,800 
Issued on the conversion of debentures (Note 13) 20,202,033 4,000,000 
Unamortized deferred finance costs on conversion (183,012) 
Issued for cash pursuant to a private placement (Note 14h) 2,402,857 632,800 
Issued for cash pursuant to a private placement (Note 14/) 5,768,844 1,513,676 
Issued in lieu of payments pursuant 
to a private placement (Note 14i) 398, 759 105,253 
Issue costs (145,585) 


Common shares as at December 31, 2005 85,462,893 10,714,547 


western energy services corp. 


c. Subscriptions received for units 


Number Amount ($) 
December 31, 2004 582,857 163,200 
Issued as Units pursuant to private placement (Note 14h) (682,257) (163,200) 
December 31, 2005 = = 
Balance December 31, 2005 10,714,547 
Balance December 31, 2004 4,768,815 


d. Between May 1, 2004 and June 30, 2004 the Company issued 891,075 shares through a private 
placement at a price of $0.08 per share for net proceeds of $71,136. 


e. On October 8, 2004, the Company purchased all the shares of WESC as explained in Note 1 and 3a. 
The transaction was accounted for as a reverse take over with WESC being the acquirer and issuing 
15,164,740 common shares to acquire the Company. 

f. On October 8, 2004, in conjunction with the combination of WESC and the Company 25,000,000 
common shares were issued at $0.12 per share under the terms of a private placement. Agent 
warrants totalling 958,333 were issued in conjunction with the private placement at an exercise price 
of $0.12 and an expiry of October 28th, 2006. A value of $40,000 was attributed to these warrants. 
This value was calculated using the following assumptions: average risk-free interest rate of 4%, 
average expected life of 2 years and a volatility of 58%. M 

g. The Company issued a convertible debenture for $450,000 on June 30, 2004 to a person related to a 
director of the Company. The debenture, which was convertible into common shares at $0.12 per share, 


was fully converted prior to December 31, 2004 resulting in the issue of 3,750,000 common shares. 


h.In December 2004 and January 2005 the Company conducted a private placement, whereby 
subscribers were issued a unit consisting of one common share and one half share purchase warrant. 
Each whole warrant entitles the holder to purchase one common share for $0.40 for a period of 18 
months. The placement closed on January 28, 2005. A total of 2,402,857 common shares and 
1,201,429 share purchase warrants were issued. Gross proceeds of $672,800 were raised including 
$163,200 in subscription received as at December 31, 2004. Finder's fees of $40,368 were paid. A 
total of 144,172 $0.40 warrants were issued as a part of the finder’s fee. The finders fee warrants have 
an expiry of 24 months. The $46,300 value attributed to the warrant portion of each unit and the 
finder's warrants was determined using the following assumptions: average risk-free interest rate of 


4%, and a volatility of 40%. 
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i. In August and September 2005 the Company conducted a private placement, whereby subscribers 
were issued a unit consisting of one common share and one half share purchase warrant. Each whole 
warrant entitles the holder to purchase one common share for $0.40 for a period of 18 months. The 
placement was completed on September 14, 2005. A total of 6,167,603 common shares and 
3,083,802 share purchase warrants were issued. Gross proceeds of $1,726,929 were raised and 
$99,579 was paid in finders fees. 398,759 units included in the offering were issued in lieu of cash 
payments for certain services or liabilities. A total of 411,800 $0.28 warrants valued at $27,000 were 
issued as a part of the finder's fee. The finders fee warrants have an expiry of 18 months. The 
$108,000 value attributed to the warrant portion of the units and value attributed to the finder's 
warrants were determined using the following assumptions: average risk-free interest rate of 4%, and 
a volatility of 40%. 

j. Escrow 

The acquisition of mining properties on June 2, 1997 resulted in shares of BBF being held in escrow. The 

reverse take over of BBF by WESC also resulted in shares being held in escrow. The shares held in 


escrow at December 31, 2005 are subject to release over time and are released as follows: 


Year Number of Shares 
2006 5,264,024 
2007 2,535,854 
2008 1,465,604 
2009 395,351 

9,660,833 


k. Per share amounts 

Basic loss per share was calculated using a weighted average of 64,748,145 shares outstanding for the 
year ended December 31, 2005 and 25,765,458 shares outstanding for the eight months ended 
December 31, 2004. 


Diluted loss per share amounts resulting from the exercise or conversion of equity instruments have not 


been disclosed as the exercise or conversion would be anti-dilutive. 


|. Share Option Plan 
The Company's Share Option Plan provides for share options to assist directors, officers, employees 
and consultants of the Company and its affiliates to participate in the growth and development of 


the Company. 


Subject to the specific provisions of the Share Option Plan, eligibility, grant, vesting and terms of options 
and the number of options are to be determined by the Board of Directors at the time of grant. The Share 
Option Plan allows the Board of Directors to issue up to 10% of the Company's outstanding shares as 


stock options. 
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Note 15: Contributed Surplus 


Changes in contributed surplus are as follows: 


@) 


Balance as at April 30, 2004 

Warrants issued October 8, 2004 (Note 14/) 
Options issued in business combination (Note 3a) 
Options granted 

Balance as at December 31, 2004 


Warrants exercised during 2005 
Warrants issued pursuant to private placement (Note 14h) 
Warrants issued in conjunction with bridge loan (Notes 9) 
Warrants issued pursuant to private placement (Note 14i) 
Compensation warrants issued pursuant to 

private placement (Notes 14h and 14i) 
Options exercised 
Options granted 
Balance as at December 31, 2005 


Stock options 


23,000 
40,000 
20,000 
193,000 
276,000 


(30,000) 
40,000 
230,000 
108,000 


33,300 
(1,300) 
65,606 
721,606 


1 ST 


Y4 


The following table sets out stock options and the changes that have occurred since April 30, 2004 and 


up to December 31, 2005: 


Weighted Number 
Options Average Range of exercisable at 
outstanding exercise price $ expiry date end of period 
Balance at April 30, 2004 1,700,000 0.04 2007 to 2008 1,700,000 
Exercised (800,000) 0.04 
Granted 300,000 0.08 2009 
Balance prior to the reverse 
take over (Note 3(a)) 1,700,000 0.05 2007 to 2009 1,700,000 
Re-pricing of 1,200,000 options 
October 8, 2004 = 0.15 2007 to 2009 
Issued to holders of the Company's 
options on the RTO 1,200,000 0.15 2008 to 2008 
Exercised (225,000) ONS 
Granted 1,650,000 0.19 2009 to 2009 
Balance at December 31, 2004 4,325,000 0.16 2007 to 2009 445,000 
Exercised (150,000) Om'S 
Granted 890,000 0.26 2010 
Expired (875,000) OHS 
Balance at December 31, 2005 4,190,000 0.18 2007 to 2010 3,763,333 
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The range of exercise prices for outstanding options at December 31, 2005 are as follows: 


Exercise Price ($) Number Number Exercisable 
0.065 to 0.08 300,000 300,000 
0.15 1,600,000 1,600,000 
0.19 1,450,000 1,450,000 
0.20 to 0.30 840,000 413,333 


Options have an exercise price equal to the market price at the date of grant. The per share weighted 
average fair value of stock options granted during 2005 was $0.07 (2004 - $0.06). This value was 
calculated using the following assumptions: average risk-free interest rate of 4%, average expected life 


of 5 years and a volatility of 40% (December 31, 2004 - 30% to 82%). 


For the period ended December 2004, $20,000 in value assigned to option costs was included as a 
component of the purchase price of BBF Resources Inc. (Note 3a) and $193,000 was included as stock 


based compensation expense. In 2005 the stock based compensation expense was $65,606. 


Warrants 
The following table details share purchase warrants issued up to December 31, 2005: 


Weighted 
Warrants Average Range of 
outstanding exercise price ($) expiry date 
Issued October 8, 2004 (Note 3a) 958,333 0.12 2006 
Balance at December 31, 2004 958,333 0.12 2006 
Exercised during 2005 (683,333) 0.12 
Issued pursuant to private placements 
(Note 14h and 14i) 4,285,231 0.40 2006 to 2008 
Issued as compensation pursuant to 
private placements (Note 14h and 14i) 999,972 0.28 2007 to 2008 
Issued in conjunction with bridge loan (Note 9) 4,250,000 0.24 2007 


Balance at December 31, 2005 9,366,203 0.31 2006 to 2008 
a a at 
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Note 16: Income Taxes - 
a. The actual income tax provision differs from the expected amount calculated by applying the 
Canadian combined federal and provincial corporate income tax rate to the loss before income taxes. 


The major components of these differences are explained as follows: 


2005 ($) 2004 ($) 

(restated) 

Loss before taxes (4,155,261) (1,237,874) 

Corporate income tax rate 33.6% 33.6% 

Expected tax recovery (1,397,000) (416,000) 
Increase (decrease) in future income taxes 

resulting from: 

Losses expiring 113,500 = 

Other 35,500 (76,770) 

Change in valuation allowance 431,500 413,770 

(816,500) (79,000) 


b. Future income taxes reflect the net tax effects of temporary differences between the carrying 
amounts of assets and liabilities for financial reporting purposes and the amounts for income tax 


purposes. The components of the Company's future income tax assets and liabilities are as follows: 


Nature of temporary differences 2005 ($) 2004 ($) 
Property and equipment 25,000 (493,000) 
Non-capital losses 1,619,000 894,000 
Share issue costs and finance fees 158,000 : 153,000 

1,802,000 564,000 
Valuation allowance (918,470) (486,970) 
Net future income tax asset 883,530 67,030 


Net future income tax asset consists of: 


Future income tax asset 1,014;030 644,151 
Future income tax liability (130,500) (S47 A121) 
883,530 67,030 


As at December 31, 2005, there were $640,000 (December 31, 2004 - nil) in unused tax losses in the 
United States. As at December 31, 2005, there were $4,102,000 (December 31, 2004 - $2,783,000) 
in unused tax losses in Canada, of which $163,000 could expire in 2006. 


wes Cerin (ene rogry SRC a irs WORM Ge OgSe | IG: NOs i? 


PAIGE Ss) S2 nos 


western energy services corp. 


Note 17; Commitments 


The Company has commitments for office and shop premises and various operating vehicles and 


equipment leases which require payments for the next five years ending December 31 as follows: 


($) 


2006 430,101 
2007 357,152 
2008 194,382 
2009 126,698 
2010 131,887 


Note 18: Related Party Transactions 


a. The Company leased equipment from an officer of the Company. The lease commenced on 


December 1, 2003, with a three-year term and a monthly payment of $1,300. 


The Company has a purchase option to acquire the equipment at any time at a price that decreases 
with each monthly payment. The purchase price at the commencement of the lease was $50,000 


and it will be $9,870 at the termination of the lease. 


. During the 8 months ended December 31, 2004, before its acquisition by the Company, WESC 


advanced $32,800 to two shareholders who are also officers of the Company. These advances were 
intended as remuneration. In 2004 the accrued bonuses from prior periods of $126,000, plus 
additional bonuses of $43,500 were paid. The bonuses net of withholding were sufficient to allow 


the individuals to repay the advances for 2004 and prior periods. 


- The Company borrowed cash from directors and officers of the Company and issued demand notes 


as security. The demand notes bore interest at 12% (2004 - Bank prime plus 1%). The following table 


illustrates the borrowing, repayments and balance of these borrowings: 


12 months ended 8 months ended 

December 31, December 31, 
2005 (S$) 2004 ($) 

Opening balance 72,900 104,900 
Borrowings 140,000 128,000 
Repayments (20,000) (160,000) 
Principal balance at end of period 192,900 72,900 
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d. In 2005 legal services were provided by a firm in which a director Is a partner in the amount of 
$216,160. In 2004, $155,640 was recorded for services rendered by two firms in which a director and 
a former officer are partners. As at December 31, 2005, $247,380 was outstanding and included in 


accounts payable, while the balance at December 31, 2004 was $189,728. 


e. During 2004 the Company was charged rent on an office which was payable to a Company for which 
the Chairman of the Board acts as president. The total amount of the rental expenses for the October 1 


- December 31, 2004 period was $6,000. 


f. During 2004 the Company also paid consulting fees to a director of the Company for his financial and 
accounting services. For the period of October 1 - December 31, 2004, a total of $5,162 (April 30, 


2004 - $nil) was paid for these services. 


All related party transactions in the normal course of operations have been measured at the agreed to 
exchange amounts, which is the amount of consideration established and agreed to by the related 


parties and which is similar to those negotiated with third parties. 


Note 19: Financial Instruments 

a. Fair value ul 

The Company’s financial instruments recognized on the balance sheet include cash, accounts receivable, 
accounts payable, notes payable, capital leases, demand term loan, and promissory note. The fair values 


of these financial instruments approximate their carrying amounts due to their short-term nature. 


b. Interest rate risk 
The Company is exposed to interest rate risk on certain debt instruments to the extent of changes in 
the prime interest rate. The notes payable to related parties are subject to change in conjunction with 


the prime rate. The promissory note bears a fixed interest rate. 


c. Foreign exchange risk 

The Corporation is exposed to foreign currency fluctuations in relation to its international operations. To 
date the Company has not hedged against these fluctuations. As at December 31, 2005, the increase 
or decrease in net earnings before taxes for each 1 percent change in foreign exchange rates applied to 
foreign denominated revenues would be $44,000, which would be partially mitigated by foreign 


denominated expenses. 


d. Credit risk 

The Company is exposed to credit risk to the extent that its customers experience financial difficulty 
and would be unable to meet their obligations. The Company also has accounts receivable, which are 
due from parties outside of Canada, which.may make collections more difficult. The Company had sold 
accounts receivables in the amount of $1,145,718 at December 31, 2005 (December 31, 2004 - 


$45,420) for which it is contingently liable should the receivables become uncollectible. 
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Note 20: Supplemental cash flow disclosure 


a. Changes in non-cash working capital 


12 months ended 


8 months ended 


Accounts receivable 
Work in progress 
Accounts payable 
Prepaid expense 
Shareholder repayments 


b. Interest and income taxes paid 


December 31, December 31, 
2005 ($) 2004 ($) 
(661,076) (113,832) 

- 46,189 
1,994,505 (37,062) 
(60,901) (116,154) 
- (62,534) 
1,272,528 (283,393) 


12 months ended 


8 months ended 


Interest paid 
Income taxes paid 


Note 21: Non-cash transactions 


The following were non-cash transactions: 


a. Business combination 


b. Conversion of convertible debentures 


were non-cash transactions. 


c. Issue of shares 


December 31, December 31, 
2005 ($) 2004 ($) 
814,769 48,467 


The business combination of WESC and BBF was a non-cash transaction. (Note 3(a)). 


The $450,000 and the $4,000,000 convertible debentures converted into common shares, which 


As described in Note 14(i) certain shares were issued in lieu of payment for certain services or liabilities. 


d. Financial costs 


The values attributing to warrants issued to the Bridge loan lenders and to partial compensation for 


finders fees (Notes 9, 14(h) and 14(i)) are non-cash. 
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Note 22: Segmented Information 
The Company operates in 2 industry segments: Oilfield services and Mining properties. 


January 01 to December 31, 2005 


Division 

Oilfield Services ($) Mining Properties ($) Corporate ($) Total ($) 
Revenue 8,046,139 = = 8,046,139 
Amortization and accretion 1,417,097 - 41,533 1,458,630 
Interest expense 632,686 = 152,534 785,220 
Income tax expense (Recovery) 148,700 = (816,500) (667,800) 
Net Income (loss) (1,773,031) - (1,714,430) (3,487,461) 
Total assets 8,671,761 1,395,799 1,231,598 11,299,158 
Goodwill 112,815 = — 112,815 
Deferred charges = = 11,066 11,066 
Expenditures on capital items CNEL 86,306 28,455 7,627,002 
Eight months ended 
December 31, 2004 

Division 

Oilfield Services ($) Mining Properties ($) Corporate ($) Total ($) 
Revenue 711,438 = - 710,438 
Amortization and accretion 169,664 = 22,648 192,312 
Interest expense 25,663 = Siew A0) 60,933 
Income tax expense (recovery) 52,490 - (79,000) (26,510) 
Net Income (loss) (262,649) - (948,715) (1,211,364) 
Total assets 6,598,639 1,309,493 1 034,687 8,942,819 
Goodwill Zea) = - 112,815 
Deferred charges 321,462 = 7,909 329,371 
Expenditures on capital items 5,490,596 19,608 29,810 5,540,014 


The Company has operations in Canada and the United States, however, given the substantial similarities 


between these operations, the Company considers North America to be one geographic market. 


Note 23: Subsequent Events 


The following events occurred subsequent to December 31, 2005: 


a. The Company issued 4,165,000 employee stock options at an average exercise price of $0.29 per 
share. Most of the options are subject to vesting provisions whereby one third of the options vested 


immediately, with one third vesting in 2007, and one third in 2008. 


b. Options in the amount of 450,000 expired. 
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c. Options and warrants totalling 425,000 were exercised for cash proceeds of $55,500. 


d. Insiders of the Company sold 6,000,000 shares in the Company and used the $1,680,000 proceeds 
to subscribe for 6,000,000 units consisting of one common share and one half share purchase 
warrant, each whole warrant entitling the holder to purchase one common share for $0.40 for a 
period of 2 years. Broker fees in the amount of $117,400 and 420,000 broker warrants exercisable at 


$0.28 for 18 months were issued as compensation. 


e. The Company issued 10,717,280 units for gross proceeds of $3,000,558. Each unit consisted of one 
common share and one half share purchase warrant. Each whole warrant entitles the holder to 
purchase one common share for $0.40 for a period of 2 years. Finder's fees in the amount of $25,200, 
180,000 warrants exercisable at $0.28 and 90,000 warrants exercisable at $0.40 were issued in 


conjunction with placement. 
f. The notes payable to related parties and the note payable were repaid subsequent to December 31, 2005. 


Note 24: Comparative numbers 

The comparative figures for the eight-month period ended December 31, 2004 have been restated to 
record certain leases as capital. The effect on the prior year's comparative balance sheet was to increase 
Equipment by $227,870 and Capital lease obligations by $247,436, Net loss and deficit were increased 
by $19,565. 


Certain of the other comparative numbers for the eight months ended December 31, 2004 have been 


reclassified to be consistent with the presentation of the current year. 
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